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INTRODUCTION

The underlying thesis of this paper is that the United States, as
indeed all capitalist nations which have gone through the development
process, has relied in part on the rural-to-urban transfer of resources

) @
to fuel the growth of an industrialized urban complex. The existence of
a market-dominated rural sector, on the one hand, and what more and more
has come to be a non-competitive or administered-price urban sector, on

. . . -1

the other hand, has resulted in a major rural-to-urban transfer of capital.
Furthermore, the wholesale adoption of labor-saving technology within the
farm sector--a process which has gone much further than in the rest of the
economy--has resulted in the transfer of vast quantities of human capital
from rural to urban areas. Investment per agricultural worker (including
self-employed farmers and family helpers, as well as hired workers) is
45 times the national average.

The educational system has also made its contribution tc this rural-to-
urban flow. Thiesenhusen explains the consequences for rural America of
these dynamics:

By relying too heavily on farm-financed social welfare, our affluent

country has consistently overlooked its rural pocor. While liberals

may abhor this neglect, they must admit that the ''agrarian dualism"
which developed throughout this century had some important advantages:
one subsector of farming [commercial sector] has provided immense
production, while the other [small farm sector] afforded a stopgap

&. matrix of jobs that retarded premature cityward migration. Through
primarily locally financed schools, agricultural communities have
helped to prepare farm people to be more productive in agriculture

if they remained, and in urban employment if they migrated.3

Whether or not the exploitation of rural areas and of the inhabitants

who failed to migrate to the cities was inevitable or desirable in the

context of national development, it is clear that in this so-called post-
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industrial society, adequate resources are available in urban America to
reverse the flow of ressurces and remove some of the inequities created by
the development process.

This paper focuses on one aspect of current rural—ﬁrban intercourse~-
that of primary and sec&ndary school financing--in a limited geographic
area where historically rural political forces have dominated: the State
of Kansas.a As a result of an outdated taxation structure, low prices
for agricultural products, and continued capital-intensive technification
of agriculture, the rural-to-urban transfer of human and economic resources
has continued. With respect to both geographic‘community_(rural vs. urban)
and socio-economic group, I will attempt to document the inequities in the
system in terms of ability to pay.

What criteria can be used to determine fairness of the taxing system?
Although perfect equity cannot be achieved, I believe it is fair to view
a family'sbcontributicn to public e@ycational costs as a retroactive paymeﬁf
for the parents' educations. It is the individual who benefits economically
from his education, not his parents. (This is becoming more true with the
increase in social security, retirement plans, and health insurance; children
support their parents in old age much less than was true a few decades ago.)
Hence, an individual who received a good education {either in number of years
or in quality) should contribute more to public education than someone who
received a mediocre education.S The quality of one's education is to some
degree reflected in his income level or total assets after he enters the
labor force. Hence, income or wealth (the relationship between these two
measures of ability to pay and their relative merits will be discussed later)
will he viewed as the basis for discussing how equitable alternative taxation

systems are.,



Geographic (rural-to-urban) transfers will be discussed first, followed
by an analysis of ability to pay with respect to rural vs. urban counties and
socioeconomic and occupational groups. Then the effects of various state-

wide taxing schemes will be assessed.

ERE DO LOCAL TAX REVENUES {OME FROM FOR URBAN AND RURAL COUNTIES?

In 1970, 46 percent of state and local governmental expenditures in
Kansas went for education -- by far the largest single item in combined
state and local budgets.6 Ninety-nine percent of local revenues in Kansas
are derived from property taxes. (Only 2.3% of state revenues are from
property taxes.) About 58% of local taxes are collected by school dis-
tricts.7 Approximately 65% of primary and secondary costs are fininced on
the local level (30% from the state and 5% from the federal government).8
Since school costs make up such a large percentage of local governmental
expenditures and siﬁce primary and secoﬁdary school taxes are raised princi-
pally at the local level, it is useful to look at the sources of local
govefnmental revenues. Table 1 shows the distribution of per capita revenue
for sik groups of counties, according to how rural or urban they are.9 The

more rur2l the county, the higher its per capita revenue and, therefore the

(Table 1 about here)

»

higher its expenditures. This reflects the higher costs of government services
in rural areas. The most rural counties raise nearly twice as much revenue
(72% more)_ﬁrom local sources on a per capita basis as dc¢ the most urban
counties. Although they receive slightly more revenue (247 more) from out-
side the county than do urban counties, the percentage of revenue raised

within a county is higher for rural counties than for urban counties, ranging



from 767 fdr the most rural counties to 69% for the most urban. Rurai
counties tend to be relatively more self-sufficient.
DO RURAL OR URBAN COUNTIES HAVE HIGHER EDUCATIONAL COSTS AND WHERE DO
EDUCATIONAL TAXES COME FROM?
The higher cost of services in rural areas is corroborated by figures
on education costs. Per pupil costs in the most rural counties are 53%
higher than in the most urban counties (see Table 2). of course, part of
the difference -- but only a small part -- is due to greater transportation
costs in rural areas. (The difference in transportation costs between the
two extreme groups is $54 per pupil10 while the difference in total costs is

$305 per pupil.)
(Table 2 about here)

Over 40% of the difference in school costs between the two extreme groups
. 11 . .
is due to instructional costs. The single factor that explains the greatest
s . ' . . ., 12
amount of variation in school costs is the pupil-teacher ratio. It explains
more of the variation than do total enrollment, pupil density, and number of
attendance centers per district. Rural schooling is more expensive because of

greater overhead resulting from low enrollments.

WHICH COUNTIES LOSE AND WHICH GAIN FROM MIGRATION OF YOUTH AND HOW MUCH?

Table 2 indicates the annual educational losses to out-migration f;r
each group of counties, based on the out-migration of post-highlschool youth
in the decade of the sixties (those who were teenagers in 1960 and who were
In thefr tw;nLitns in 1970). The four most rural! groups show annual dollar
losses approaching or exceeding $200 per pupil. This compares with a

state-wide average of $370 spent per pupil by local governments in Kansas



and a total per pupil cost of over $625 for the state as a whole. The
moderately urban group shows a loss cf ne;rly $120 per pupil. The most
urban group of counties benefits somewhat from the out-migration from the
other five groups. They show a gain of $37 per pupil. Of these 13
counties only five -- Geary, (Ft. Riley Army Base), Johnson, (suburban
Kansas City), Leavenworth (suburban Kansas City), Sedgwick (Wichita), and
Shawnee.(Topeka) -- had a net in-migration of young persons.13 Five other
counties, where state universities or colleges are located (three are in
the most urban group; two in the moderately urban group), had net in-migra-
tion if college students were included. Correcting for their temporary
populations gave each of those five a net out-migration of young people.
The five most rural groups show annual dollar losses of between 35
and 43 per cent as a percentage of locally‘collecfed school taxes. The
thirteen counties in the most urban group (representing 60% of the state's
primary and secondary students) showed a net gain of 11%. (As indicated in
the notes to Table 2, both the gains and losses are estimated conservatively.)
That all but the most urban group show high net out-miération suggests
that Kansas as a whole has a serious net loss of educated persons. Between
1960 and 1970, Kansas had a net out-migration of 6.2%.14 For the cohort 10
to 19 years old in 1960 and 20 to 29 in 1970 the out-migration rate was
slightly higher, 6.9%-15 This represents an annual per pupil loss for the
entire state of $45 (Table 2). It is estimated that over the past 20 years,
out-migration has cost Kansas nearly $1.5 billion, or almost $75 million
per year in cash outlays for education and in opportunity costs.16 Kansas,
a relatively rural state, has been losing population to more metropolitan

states.
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The more rural a;eas spend more per pupil, pay higher per capita
property taxes, and pay a higher percentage of th; costs of local govern-
ment than do the most urban areas. Then the rural and moderately urbanized
areas lose over a third of their investments in priﬁary and secondary
education to out-migration, which occurs before the out-migrants have made
any significant productive contribution to the county that educated them.

Similar, although weaker, patterns of net migration occur among rural and

urban states.

ARE RURAL OR URBAN COUNTIES MORE ABLE TO AFFORD EDUCATIONAL COSTS?

At first glance, it would appear that although rural counties pay
more per pupil for education, they also show a greater ability to pay
than do urban counties (see the first three columns of Table 3). Pér
capi;a assessed property, and per pupil valuation show a2 steep linear

decrease from "most rural" to '"'most urban" counties. In order to make up
(Table 3 about here)

for the deficiencies in property valuation, the more urban counties were
obliged to institute higher mill levies than the more rural counties. The
mill levy for the most urban group is nearly 2/3 greater than that for the
most rural group of counties.

Columns 4-6 of Table 3 indicate a quite different situation. Per
capita property taxes increase noticeably and in a linear fashion from the
"most urban' group of counties to the '"'most rural' group. Total Personal
Income, the most accurate measure of income availab]e,17 shows a curvilinear
relationship to rurality. The most rural and the most urban counties have

the highest mean per household incomes. The most rural counties are Western




Kansas counties characterized by extensive farming. They have been
successful in exporting their poverty. They represent only a small
fraction of the State's population, while the most urban group contains
sixty per cent of the State's primary and secondary students. (The

income index for the four largest cbunties, representing the three SMSA's
in the State--Wichita, Kansas City, and Topeka--, is 129, noticeably
higher than the most rural group and the remainder of the most urban group.
These four counties contain over forty per cent of the state's students.)

Column six relates property taxes to total personal income. Were it
not for the above-average income of the most rural group there would be a
linear decline in percentage of income paid in property taxes as one goes
from rural to urban. The four more rural groups have rates which are within
less than one percentage point of each cther. The moderately rural group
(that paying the highest rate) pays a percentage which is over eighty per cent
greater than the rate paid by the most urban group (that paying the lowest
rate).

How does one reconcile the figures presented in the first three columns
of Table 3 with those of the last three columns? This question leads to a
discussion of wealth versus income as the proper basis for assessing ability
to pay.

Gaffney argues convincingly that wealth is the only appropriate measure
of ability to pay. Wealth is much more unequally distributed than is income.18
(While the top five percent of families received 14% of the income in the U.S.
in 1970, the wealthiest five percent of adults held 53% of total wealth in
the mid—sixties.)19 Ultimately, one's ability to spend or to pay taxes is
determined by the wealth he holds, not his income. Thus, income should not be

used as the yardstick by which to measure the equity of a particular tax.
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However, no general wealth statistic is available for Kansas counties,
except for the property valuation, the equity of which we are attempting
to test. We can only assume that income, in the aggregate, is roughly
cdrrelated with wealth. |

In a region consisting principally of farmers and proprietors, the
property tax is a proportional or even progressive tax, but as the economy
diversifies this ceases to be true. Orazem and Trostle explain:

...as the economic structure of society becomes less agricultural,

the ability to pay will not be so well represented by property

ownership as it was previously. As a locality btcomes more urban

there may be a breakdown in the relationships be:ween property value,

property income, and other measures of the abili:ty to pay taxes.

The property tax, if it is to be equitable between different occupa-
tional groups, must tax all kinds of wealth at ahn « the same rate. This
has not occurred in the U.S.21 In Kansas 617 of a.l property taxes were
levied on real estate in 1971, while only 2.1% of property taxes derived
from "intangible" personal property (stocks, bonds, savings accounts). 2
Thus, within rural areas, where most property is real estate, the property
tax is more equitable than in urban areas. Orazem and Troétle found that
for the 31 most rural Kansas counties (the two most rural of the six groups
of counties) the counties with high per cabita income alsoc had high per capita
property valuation and high per capita income from property. (R2 = .76 and
.71, respectively). In the case of the 33 most urban counties, the relation-
ship between per capita income, on the one hand, and property valuation and
property income on the other, was nearly zero (actually slightly negative).23
This suggests that in the more urbanized areas of Kansas there is little rela-
tionship between income and property tax payments. This is corroborated in
column 3 of Table 4, which indicates that with respect to adjusted gross income,

the property tax is sharply regressive for all Kansans. For farmers (column 7),

the pattern is one of proportionality except at the extremes.
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The data in Table 4 were obtained by Olson and Sweetland from a sample
of 10,000 Kansas income tax returns for 1968. They point out that the use
of income tax returns creates a number of biases.24 In general, tax rates

in upper and lower income brackets are overestimated, while rates in the
(Table 4 about here)

middle brackets are rather accurate. Allowing for these inaccuracies, it is
still clear that the sales tax and the property tax are regressive while the
state income tax is progressive for the population as a whole.:ZS The total
effect of the three taxes is clearly regressive, resulting in large part
from the magnitude and regressiveness of the property tax. Kolko indicates
that state and local taxes are regressive for the nation as a whole.26
Farmers pay higher property taxes than does the population as a whole.
(Compare the absolute percentages in columns 3 and 7 of Table 4 for each income
group.) Agricultural land in Kansas accounts for 21% of all tangible and in-
tangible property taxes and 34% of all real estaté taxes.27 Yet farmers (farm
owners and managers) make up only 107 of the employed males in the state.28
For farmers with income between $4,000 and $50,000 the proportion of
gross adjusted income paid in property taxes is fairly constant (at least,
there is no discernible trend among these income categories). The rate paid
by farmers with income less than $4,000 is considerably higher, reflecting
the precariousness of farming in any given year and the difficulty small
farmers have in making a profit, as well as an underestimation of income in
these brackets because transfer payments are not included in the gross adjusted
income. The rate is much reduced for farmers with gross adjusted incomes
exceeding $100,000. This may reflect in part the fact that many of them have

substantial non~farm income.
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Taxation of intangibles at a rate the same as or approaching the rate
for real estate would largely eliminate two inequities: (1) the lack of
correlation between income levels and property taxation within urban areas,
and {2) the inequitable balance in property taxation between urban znd rural
areas,

A number of criticisms are leveled at the intangibles tax. Snyder does
an excellent job of dealing with them. The most serious ones are: {l) ease
of concealing ownership of intangible property and (2) double taxafion-—intan—
gible property is merely a representation of the physical taxable property.30
With respecf to the first, he points out that the federal income tax system
has assessed stiff penalties on concealment of property. The IRS has infor-
mation which is available to the states on investment inéome for all persons
filing Federal income tax forms. If the problem of divestiture of invest-
ments prior to tax day is a problem, a tax on income from intangibles is an
alternative. (Nine states, including Kansas, have such a tax, although the
rates are quite loy.)

With respect to double taxacion, in a sense there is double taxation on
real property: once in the form of property tax and again on the income derived
from it in the form of income tax. To fail to tax intangibles as property is to
leave this form of capital taxed one time less than is true for other forms of
property.32

Politically, it is easy to see why use of the intangibles tax as an
instruﬁent for restoring public confidence in the property tax has not reached
the level of public awareness in most parts of the country. Investment wealth,
particularly public stock ownership, is the most concentrated form of wealth
In this country. More than 707 of -publicly held corporate stock is held by

-

the wealthiest one percent of the population. Real estate is much less con-
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centrafed. In 1967, while 30% of the real estate wealth was held by indivi-
duals -7ith a gross estaie size of over $60,000, B8% of corporate stock wealth
was held by this group.33 Taxation of intangibles at a rate approaching the
rate for real estate and personal property would make the property tax a
progressive tax. It would also have the effect of partially closing the

long term capital gains loophole by taxing all capital gains rather than only
50% of them as does the federal income tax. Snyder estimates that with only
an 8 to 10% tax on income from intangibles (a rate considerably below the
rate at which physical property is taxed), new taxes amounting to 25 or 307%
of present property tax collections would be raised. Until intangible pro-
perty is taxed at a rate approaching that for real property the property tax

will remain an inequitable tax.

WHAT ARE THE EFFECTS OF ALTERNATIVE STATE-WIDE SCHOOL TAXATION SCHEMES?
Orazem and Janssen have calculated deficits and excesses (that would be

generated per pupil with respect to current per pupil costs of education) for

each school district in Kansas under different state-wide taxing systems.

The results are summarized by six groups of counties in Table 5. A positive

number indicates that, assuming that per pupil costs remain the same as in

1970, the county would generate more than the amount required to run its
(Table 5 about here)

schools. The excess would zo to pay for the deficit in counties with a
negative number. That is, counties with a negative number would be taxed
less than it currently costs. to run their schools.

At (irst, one would think that a state-wide uniform property tax would

be more related tg abltity to pay than the current patchwork system, but



because of the relatively small amount of per capita taxable property in
urban areas compared to rural areas, urban areas would then pay even less
than now, and the already over-burdened rural areas (the three rural cate-
gories) would pay néarly double what they now pay (compare with column 3
of Table 2). Even a "compromise'" formula in which 50% of schools costs
were from a uniform property tax and 50% from a proportional income tax
would transfe? money from counties in the three rural categories to the
most urban counties.

Orazem and Janssen calculate that a 12.6% state income tax (with no
graduations) would be necessary to fund schools exclusively by state income
tax.34 Even a nongraduated or proportional income tax would begin to
redress the imbalance between urban and rural areas with respect to ability
to pay. Under it, the 13 most urban counties would pay $106 more per pupil
than they did in 1970 -- not a serious burden because it is considerably
less than that already paid by the more rural counties.35 Per family income
in the most urban counties is over $2,000 more than for any of the other
groups of counties (except for the most rural group). Hence, these counties
would not be overburdened if a state-wide income tax were adopted to finance
school costs. Just as important is that the burden of school taxes would be
shifted toward those most able to pay within each county, especially the more
urban counties.

Table 6 shows for the six groups of counties the county-based sales tax
rates necessary to raise revenue equal to the total property tax and the

school property tax collected in each county in 1971. This is the amount
(Table 6 about here)

of new sales tax required to completely replace the property tax (column 1)
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or to replace the portion of the property tax which goes to the schools
(column 3). The absolute rates are not nearly as important as the rela-
tive rates tfor the various groups of counties. The three most rural groups
would have rates which are about double the_two most urban groups. Hence,
if a state-wide uniform sales tax rate were employed to cover educational
costs, it would shift resources from the urban areas to the rural areas, much
in the same fashion as a state-wide income tax would. However, with respect
to individuals or families, the sales tax is quite regressive (see Table 4),
and is therefor:: not an equitable tax.36

Now that it is clear what the effects of replacement of the local property
tax by state-wide property, income or sales taxes are, it is easier to under-
stand the effects the reform school finance law passed by the Kansas legis-
lature in 1973, under prassure from a court decision (Johnson County District
Court, Caldwell vs. State of Kansas, May 1972) to eliminate the dependence
of per pupil school expenditures on the wealth of the district. (The con-

stitutional imperative of adhering to this decision was removed by the U.S.

Supreme Court decision in San Antonio Independent School District v. Rodriguez

in March 1973.) The formula for distributing state aid to schools was changed
and the proportion of school costs covered by the state were increased somewhat.
The formula has some progressive elements such as the reduction of the state-
wide sales tax from 8 mills to 2 mills and the granting of state aid partially
on the basis of district enrollment (the smaller the district, the greater the
per pupil state aid).37 State aid is also based on district wealth~-~the
wealthier the district the less state aid it receives. District wealth is
defincd as the sum of taxable income and adjusted property valuation. Thus
with respect to the wealth measure the more rural counties (those with the

highest per pupil valuations) will tend to receive less state aid than those
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with lower per pupil valuations, the more urban counties. Property valva-
tions will have more influence in the formula than will taxable income since
the variance of the former is considerably greater than the latter (see Table
3), and since total property valuation exceeds income in all counties. Per
capita income in the most urban group of counties is almost the same as for
the most rural counties, but the per pupil valuation for the most rural group
of counties is nearly triple that for the most urban group. Table 7 compares
the amount of state aid received by the six groups of counties in the 1970-71
school year and the estimated amount to be received under the first year of

operation under the new formula. Obviously, the three more urban groups fare
(Table 7 about here)

much better than the three most rural groups under the new formula, both in
terms of total state aid and increase in state aid. The most rural group of
counties is particularly hard hit. It has'the highest per pupil school expendi-
tures. This group ends up with less state aid than previously, declining from
fifth to last place among the six groups. The new state aid derives more from
income and sales taxes and less from a state~wide piroperty tax than was true
prior to 1973. However, given the way it is distributed among rural vs. urban
counties, it is not likely that the new system is any more equitable than was
the old.

Obviously, in the Kansas case and in others, the failure to provide equal
protection of thellaws through equal educational opportunity is due to a simple
shortcoming: district wealth was partially or totally determined by property
valuations. The Texas ruling, which was fortunately struck down by the Supreme
Court (for the wrong reasons), made the assumption that property valuations were

a proper indicator of a district's wealth.38 If intangible property were taxed
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at a rate similar to personal property and real estate, then property
valuations could be used as.an indicator of the wealth in the district.
Then a state-wide property tax could be used to raise state aid for the
purpose of equalizing educational opportunities among the districts in
a state.

Thus a state-wide property tax--or even a cogbined state-wide property
and income tax--which replaced the system of local property taxes would shift
the burden of primary and secondary school finance even more squarely on the
rural areas. An income tax or sales tax would be more equitable geographically.
However, the sales tax is extremely regressive. Thus, the 6nly two acceptable
alternatives to the existent property tax for financing primary and secondary
education are the income tax and a property tax which taxes intangibles at a
rate approaching that for '"tangible'" property. The intangibles tax would be
more progréssive than the income tax since it would tax wealth rather than

income, and would presumably close the capital gains locphole.

CONCLUSION

This paper has attempted to show that rural-to-urban transfers of
resources which are ubiquitous with industrial development also occur in
the post;industrial society. Although it may be true that inequalities tend
to diminish once a country reaches a.certain level of development,39 the
political imbalances created by these inequalities tend to perpetuate the
disparities. This would seem to be particularly true with respect to rural-
urban inequalities since the resource transfer from rural to urban areas
includes human migration. Thus, numerically, rural people, and agriculturaiists
in particular, no longer have the strength of numbers.

In viewing one aspect of this resource transfer from rural-to-urban areas--

that of educational finances and migration of educated persons from rural areas
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in the state of Kansas--we found that, altﬁough the societal economic
exigencies for this resource transfer had disappeared, the process con-
tinues. Even when forced by a court decision to revamp the educational
financing structure, the Kansgs legislature chose, if anything, to accelerate
the rural-urban flows. This resulted from a compromise between a Democratic
governor (who wanted to reward his supporters, chiefly urbanites) and a
Republican-dominated legislature. The Republicans were unable to take a
clear cut stand in favor of rural areas because even within the state GOP
urbaminfluences are quite important because of the dominant business orienta-
tion of the party (and indeed of both parties--especially on the national
level where the limits within which discussion will take place are set), the
possibilities of making the property tax a tax on all property didn't even
reach the level of public consciocusness.

Recent talk promoting rural development (it has not gotten much past
the talking stage) indicates a growing awareness that much of this country's
rural wealth has historically gone to subsidize urban growth. That policy
may have been appropriate in the early stages of industrial development, but
it makes little sense today. Rural areas are in serious trouble because of
high rates of out-migration, low incomes, and high costs of public services.
Urban areas are in trouble because concentrating people in urban areas has
caused environmental and human crises. A factor contributing to this over-
concentration has been rapid rural-to-urban migration, caused in part by
low farm prices and the relatively high cost of urban-produced goods.
Devising a school taxation system based on ability to pay represents an

opportunity to break this vicious circle of dependence.
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Service, 1972), p. 20.




7Ibid., pp. 16-17; figures are for 1972.

8Frank Orazem and John R. Janssen, "Financing Local Schools: Alter-
nate Ways to Finance Local Schools--Tax Base Differences Among Kansas
School Districts in 1970" (Manhattan, Kansas: Kansas State University

Cooperative Extension Service, 1972), p. 2; figures are for 1970.

9The 105 Kansas counties were classified into six groups according

to a composite index based on total population, percentage of population
that was rural farm, and farm incomes as percentage of total income. See
Ronald Gene Trostle, "An Analysis of Alternative Tax Sources to Finance
Local Services in Kansas,' unpublished Ph.D. dissertation (Manhattan:

Kansas State University, 1971), pp. 76-77.

1OFrank Orazem and Donald C. Hines, "Public School Costs by Counties,

1970~71," (Manhattan: Kansas State University Cooperative Extension Service,

1972), p. 5.

11&23. cit.

12Donald C. Hines and Frank Orazem, ''Factors Affecting Public School
Costs in Kansas,' Research Paper No. 12>(Manhattan: Kansas Agricultural

Experiment Station, 1973), p. 6.

13Four of the five have military installations. It was believed legiti-
mate to include military personnel, because although many of the in-migrants
will not remain long, they will be replaced by others. Also, each of these
counties received relatively large amounts of federal aid to off-set the

cost of educating military dependents. Leavenworth county also has a sub-
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stantial prison population. Hence, its in-migration rate may, for our

purposes, be slightly inflated.

4Cornelia Flora, Kirsten Rusholt, and William Curtis, 'Migration
in Kansas: Out-migration and Population Trends,' (Manhattan: Kansas
State University Agricultural Experiment Station, 1971), p. 2. Despite
negative net migration rate, the population of Kansas increased 3.17%

between 1960 and 1970 because births exceeded deaths. (Ibid., p. 1).

15Cornelia Flora, "The Impact of Migration on Kansas,' Bulletin

570 (Manhattan: Kansas Agricultural Experiment Station, 1973), p. 5.

16John Sjo, James Trapp, and Robert Munson, ''State Costs and Benefits

from Education,’ Bulletin 561 (Manhattan: Kansas Agricultural Experiment

Station, 1972), pp. 16-17.

17 \ . i
It is superior to census measures of mean income because self-

employed persons are more likely to underestimate income than are salaried
persoﬁs. Rural areas have a higher percentage of self-employed persons than
do urban areas. it is not clear that farmers responding to the census
explicitly include farm subsidies in their income. Home consumed agricultural
products are not included in the census figure. Both of these are explicitly
included‘}n Total Personal Income. Total Personal Income is based princi-
pally on data provided by the Office of Business Economics of the U.S. Depart-
ment of Commerce, supplemented by various other sources of county-level data
on each of the various components of income--wages and salaries, property

income, proprietors' income, transfer payments, and contributions to social

insurance. Thus there is no obvious bias of income estimates with respect
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to rural vs. urban counties, except that the incomes in Wyandotte and
Johnson Counties, two of the largest courties in the most urban group,

were underestimated because of an underestimation of the earnings of those
inhabitants who worked in Kansas City, Missouri (personal information from
M. Jarvin Emerson, Chief Economist, Kansas Office of Economic Analysis).
For a description of the methodology employed in calculating Total Personal

Income, see Darwin Daicoff, Kansas County Income, 1950-1964, (Topeka: State

of Kansas Office of Economic Analysis, 1966), Chapter 4.

18M. Mason Gaffney, "The Property Tax is a Progressive Tax, "Proceedings

of the Sixty- Fourth Annual Conference of Taxation (Columbus, Ohio: National

Tax Association, 1971), pp. 411-412.

19

Charles H. Anderson, Toward a New Sociology, revised Edition (Homewood,
I11.: The Dorsey Press, 1974), pp. 80 and 90. See Gaffney, op. cit., p. 414
for a summary of results from several other studies on wealth concentration.

The results are similar to Anderson's figures.

?OFrank Orazem and Ronald G. Trostle, "Evaluation of Local Nonproperty

Taxes for Rural and Urban Areas in Kansas,' American Journal of Agricultural

Economics, Vol. 54 (November 1972}, p. 636.

1Twenty-one states have no tax on intangibles. Twenty states have a
"low profile" ad valorem tax which either excludes corporate stocks or allows
deductions for property taxes levied on the corporations themselves. Nine
states impose a tax on earnings from intangibles, ranging from six per cent
downward, with certain important investment earnings excluded in most cases.
See Lester B. Snyder, "Taxing the Unlanded Gentry: a Nég\Irend in Taxation

! \
\ /
of Intangible Property,'" Connecticut Law Review, Vol 4 (Fall 1971), pp. 315-318.




22Flinchbaugh, op. cit., p. 18. Publicly held corporate stocks alone
account for at least twenty-five percent of the nation's wealth (Snyder,
op cit., p. 310). Kansas taxes the earnings from intangible income at the

rate of three percent.

3Orazem and Trostle, op. cit., pp. 636-637. In urban areas, a larger
proportion of taxed property is corporately--rather than individually--owned.
This fact may contribute to the low correlation between property income and
valuations with personal income. Howgver, it is not the principal factor
since in the 31 rural counties income from taxed property makes up 27.9%
of total income, while in the urban counties, property income is only 16.1%

of total income (Orazem and Trostle, op. cit., p. 636).

24 . .
"If total or personal income were used to calculate effective tax

rates . . . the ostensible tax impact would be substantially reduced in the
upper and lower income brackets. In the upper brackets, roughly half of
capital gains is excluded from adjusted gross income; at lower income levels,
transfer payments are excluded.'" Cited from Edwin Olson and Douglas P.

Sweetland, 'Kansas Individual Income Tax," in Kansas State University and

the University of Kansas, State and Local Finances. Research Paper No. 6

(Manhattan: Kansas Agricultural Experiment Station, 1972), p. 1l41.

25 . . . .
One should exercise caution in assessing the degree of pro-

gressiveness of the state income tax. Gross adjusted income from the

Federal income tax forms is not an independent yardstick. 1Its use in
this case is analogous to the use of property valuations as a yardstick
for determining the progressiveness of the property tax. However, one

can be rather certain of its progressiveness in the lower and middle income
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.brackets. (Note that for the population as a whole, the rate for those
with incomes over $100,000 is lower than far those between $30,000 and
$100,000. If untaxed capital gains were included in gross adjusted
income the regressiveness within these upper income brackets would be

even greater.

26Gabrie1 Kolko, Wealth and Power in America: An Analysis of Social

Class and Income Distribution (New York: Frederick A. Praeger, 1962), p. 37.

27Flinchbaugh, op. cit., p. 18; figures are for 1971.

28U.S. Bureau of the Census, Census of Population: 1970 Detailed

Characteristics. Final Report PC(1)-D18, Kansas (Washington, D.C.: U.S.

Government Printing Office, 1972), p. 703.

zgln the case of farmers, the portion of capital gains on which no

tax was paid was added to adjusted gross income in figuring the property

tax rate. Thus, farmers' property tax rates in the higher income brackets
are not overestimat%dras is the case for all occupations, for which the

3
capital gains inforﬁation was not available.

A
f
i

30, J
Snyder, op. cit., pp. 323-324.

31bid., p. 336.

32Ibid., PpP. 325-333, contains a thorough discussion of the ''double

taxation'" question.

33I_lf)_i_(_l «» bp. 310-311.



AOrazem and Janssen, op. cit., p. 3.

35The most rural counties pay over $300 more per pupil than do the

13 most urban counties (from column 3 of Table 2).

36Kolko indicates that the higher one's income the greater his propen-

sity to save. In 1950, a fairly typical year, the highest income decile
received 297% of all personal income in the U.S., but it had 73% of all
personal savings. The 20 or 30% of the population with lowest incomes
generally show negative savings -- they spend more than they earn (Kolko,

op. cit.:14 and 48).

37The previous formula was based partially on the number of teachers

in the district. Since the student-teacher ratio was lower in rural areas
than in urban areas the most urban group of counties received less state aid

than did any of the other groups (see column 1 of Table 7).

38"San Antonio Independent School District et. al., Appellants v.

Demetrio P. Rodriguez, et. al.," United States Law Week, Vol. 41 (March 20,

1973), pp. 4407-4408.

39See Frederic Carl Wien, '"The Generalization of a Latin American

Development Model," Latin American Program Dissertation Series No. 29

(Ithaca, N.Y.: Cornell University, 1971).

OThe governor supported distribution of state aid based on the property
valuation per pupil. Those schools with high valuations would receive less

state aid than before; those with low valuations would receive less. He




proposed an eight-mill state-wide property tax to pay for the new state
aid. This would have replaced a ten-mill county levy. (Topeka Daily

Capital, January 14, 1973, pp. 6 and 8).
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TABLE 2

Sources:

Columns (1) and (7), Frank Orazem and Donald C. Hines. '"Public
School Costs by Counties, 1970-71," (Manhattan: Cooperative
Extension Service, Kansas State University, 1972), pp. 6-1l4.

Column (2): State Aid -- Kansas Department of Education, "Supple-
ment to Public School Report:: Selected School Statistics, 1970-71,"
(compiled by Dale M. Dennis), mimeographed, February 1971, Part VI,
pp. 48-59.

Federal Aid -- . Annual Statistical Report,
1970-71, compiled by Dale M. Dennis, (Topeka: Kansas State Printer,

1971), pp. 60 ff.

Column (5): Calculated in the following manner for each county:
per pupil educational costs x median years of school completed

for persons over 25 years of age x proportion of educational costs
borne by the county x proportion of population between ages 10 and
19 in 1960 that migrated from the county by 1970 = 10. (Each
countv was weighted according to total enrollment in the county

in computing the figure for the six groups of counties.)

"Per pupil educational costs'" was taken from Orazem and Hines,
1972, cited above. The average annual per pupil cost for the
entire state was used ($625.98 -- see Table 2). This under-
estimates the losses for the four most rural groups of counties,
since their educational costs are higher than the state average,
and would slightly overestimate the losses of the moderately
urban and the gains of the most urban counties. Therefore
$597.82 was used for the moderately urban group and $573.22 was
used for the most urban group. These are the average per pupil
costs for these two groups of counties (Orazem and Hines, op. cit.
5).

"Median school years completed" was obtained from U.S. Bureau of
the Census, Census of Population: 1970 General Social and Economic
Characteristics -- Final Report PC(1)-Cl18 Kansas. (Washington, D.C.:

U.S. Government Printing Office, 1972), Table 120, pp. 368-376.

The simple average of the figure given for males and for females
was taken. When it exceeded 12.0, 12.0 was used because higher
education is not financed on a local basis. Although this average
slightly overestimates the average amount of primary and secondary
ecucation obtained by persons over 25, it does not significantly
overestimate the number of years of primary and secondary school
completed by the younger generation which migrates since (1) educa-
tional levels are increasing over time and (2) it is probable that

" migrants are somewhat more educated than are non-migrants of the

same age.



NOTES FOR TABLE 2 (continued)

This figure was multiplied by the proportion of the county's primary
and secondary educational revenues generated by local taxes,

Out-migration rates were taken from unpublished computations by
Cornelia Flora of the Kansas Agricultural Experiment Station
Population Research Laboratory. She used the life table cohort
survival method of computation. The life table utilized was that
for Kansas for the years 1959, 1960 and 1961. The out-migration
of the cohort 10-14 years old in 1960 and 20-24 in 1970 probably
overestimates out-migration rate as some out-migrants might return
later after completing military service or college. The out-
migration of the cohort that was 15-19 years old in 1960 and 25-29
in 1970 underestimates out-migration rate as persons not yet 19
but having left high school by 1960 may have migrated from the
county before the 1960 census. We believe that using the two
cohorts together gives a close approximation of permanent out-
migration of young people. However, this figure will, on the
average, result in underestimating educational losses because the
entire state showed negative net migration rates for all age groups
between 1960 and 1970 with the sole exception being females who
were 60 and more i 1960, and 70 and more in 1970. That is, all
productive age groups showed a net vut-migration from Kansas as a
whole (C. Flora, "The Impact of Migration on Kansas.'" Bulletin 570,
(Manhattan: Kansas Agricultural Experiment Station, 1973), Table 1,
Because out-migration was expected to be underestimated by this
method for counties containing colleges of universities, out-
migration rates for the two cohorts were inspected. Out-migration
rates of the older cohort was significantly greater in seven counties
with institutions of higher education. Five contained state-supported,
four-year colleges or universities: Crawford, Douglas, Ellis, Lyon,
and Riley counties. Therefore, the out-migration rate for the older
cohort (those between 15 and 19 years old in 1960 and between 25 and 29
in 1970) was used exclusively for those five counties, as few
students were expected to be 25 to 29 years old. In all five cases,
college enrollment exceeded 507 of the number of people counted by
the 1970 census between ages 15 and 24 (data was only available by

- five-year intervals). The other two counties, Marion and Atchison,
showed 9% and 43%, respectively, of persons in the 15-24 cohort as
being in college in 1970. In Marion county, other factors apparently
were operating so the average of the two conhorts was used. The older
cchort was used for Atchison county.

The out-migration rate between 1960 and 1970 was divided by 10 to
obtain the annual out-migration rate of young people educated in a
county, but who migrated before the county received any or much
productive activity from them. The result appears in Column 5.

25
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NOTE:

NOTES FOR TABLE 4

In 1971, personal income, general property, and sales and excise taxes
represented 76.5% of all state and local taxes. An additional 11.8%

derives from motor fuels and vehicle registration and 3.67% from cigarette

and liquor taxes. Both of these taxes are likely to be regressive. The
remaining taxes include 2.97% for corporate income taxes and 5.2% miscellaneous
(Flinchbaugh, op. cit.:17 and B.L. Flinchbaugh, '"State and Local Finances in
Kansas and Neighboring States,' in Kansas State University and the University
of Kansas State and Local Finances in Kansas. Research Paper No. 6,
(Manhattan: Kansas State University Agricultural Experiment Station, 1972),
p. 15.

Adiusted gross income is income after business expenses are deducted, but
before deducting personal exemptions.

SOURCE: Edwin Olson, "Variations in Tax Impact by Occupational Groups and
by Income Levels,'" Tax Issues and Financing Public Services
(Manhattan, Kansas: Kansas State University Cooperative Extension
Service, December 1970), Tables 2, 5, and 6, and Ronald Gene
Trostle, "An Analysis of Alternative Tax Sources to Finance
Local Services in Kansas,'" unpublished Ph,D, dissertation
(Manhattan, Kansas: Kansas State University, 1971), Tables
A4 and A,7, pp. 112 and 115,
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TABLE 6., SALES TAX RATES WHICH WOULD BE PAID BY SIX GROUPS
OF COUNTIES IF THE PROPERTY TAX WERE REPLACED
BY A COUNTY-WIDE SALES TAX,

1970-71
County Sales Tax County Sales Tax
Rate Necessary for Rate Necessary
100% Replacement of % of General for 100% Replacement
Current Revenue from Property Tax of Property Tax
Property Tax Going to School Which Goes to School
1971 "~ Districts Districts
Counties (%) 1970 (Col. 1 x Col, 2) (%)
Most Rural 24,6 57.1 14,1
Moderately
Rural 24,8 56,5 14,0
Slightly
Rural 22.1 55.4 12,2
Slightly
Urban 17.2 55.4 9.5
Moderately
Urban 12.7 58.3 7.4
Most Urban 10.7 57.2 6.1

NOTE: In calculating the tax rates for each of the six groups of counties, each
county was weighted according to its 1971 property tax collections,
obtained from Table 25 (pp. 22-23) of Flinchbaugh, 1972a (cited below).

SOURCES:
Column 1: B. L., Flinchbaugh, "Financing State and Local Government in
Kansas," 1972 Edition, Manhattan, Kansas: Kansas State
University Cooperative Extension Service, 1972),Figure 6,
p. 25.
Column 2: Frank Orazem and Donald C. Hines, '"Property Tax,'" in Kansas
State University and the University of Kansas, State and
Local Finances in Kansas. Research Paper No. 6, (Manhattan,
Kansas: Kansas Agricultural Experiment Station, January
1972),Table 5.10, pp. 112ff,
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TABLE 7. PER PUPIL STATE AID UNDER OLD AND NEW FORMULAE,
FOR SIX GROUPS OF KANSAS COUNTIES
1970-71 and 1973-74

PER PUPIL

] ([ON HE)
State Aid Proposed State Aid Change 1n State Aid
1970-71 1973-74
$ ' $
Most rural 239.26 223.88 -15.38
Moderately rural 245.68 289.33 +43.65
S1lightly rural 257.61 243.95 -13.66
Slightly urban 259.86 375.98 +116.12
Moderately urban 249,06 357.69 +108.63
Most urban 222.02 335.14 +113.12
NOTE: In calculating the per pupil aid for each of the six groups of counties,
each county was weighted according to the total number of public primary
and secondary school pupils in the county.
SOURCES : |

Column 1: Kansas Department of Education, "Supplement to Public School
Report: Selected School Statistics. 1970-71," compiled by Dale M.
Dennis, mimeographed (February 1971), Part VI, pp. 48-59,

Column 2: Donald Craig Hines, "Public Primary and Secondary Education
Costs in Kansas with Implications for Revenue Generation and Allocation,"
unpublished Ph.D. dissertation (Manhattan, Kansas: Kansas State
University, 1973), Appendix Table C.2.
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